Appendix 1
Equation 1 SAR = a 0 + a 1 E + a 2 LagE + a 3 BDO + a 4 MC + a 5 CR + a 6 E*BDO + a 7 E*MC + a 8 E*CR + a 9 LagE*BDO + a 10 LagE*MC + a 11 LagE*CR + a 12 BETA + a 13 E*BETA + a 14 LagE*BETA + a 15 G + a 16 E*G + a 17 LagE*G + a 18 LOSS + a 19 E*LOSS + a 20 lagE*LOSS + a 21 PERSIST + a 22 E*PERSIST + a 23 LagE*PERSIST + a 24 TENURE + a 25 E*TENURE + a 26 LagE*TENURE + a 27 LnTA + a 28 E*LnTA + a 29 LagE*LnTA + year dummies + industry dummies + ε a ;
Equation 2
TotAcc = b 0 + b 1 ((1+k)Ch_Sales-Ch_Rec) + b 2 PPE + b 3 LagTotAcc + b 4 Gr_Sales + b 5 ROA + ε b where k is estimated from: Ch_Rec t = c + k Ch_Sales t + ε k.
Equation 3
Ch_Rec t = c + k Ch_Sales t + ε k.
Equation 4
ABSDA = c 0 + c 1 BDO + c 2 MC + c 3 CR + c 4 ABSAC + c 5 DA + c 6 MB + c 7 LOSS + c 8 LogTA + c 9 CHNI + c 10 CFLOW + ε c
Exhibit 1
Variable Definitions (Compustat data codes are indicated in italics in parentheses.)
Earnings Response Coefficient (ERC) Analysis
SAR is the size-adjusted return over the period from the beginning of the fourth month of the fiscal year until the end of the third month of the following fiscal year, where SAR is defined as R i -R p , R i is the firm's buy-and-hold stock return, and R p is the buy-and-hold return on a size-matched portfolio, both measured over the aforementioned period; E is the current fiscal year earnings before extraordinary items and discontinued operations (IB), scaled by beginning of year market value of common equity (PRCC*CSHO);
LagE is earnings before extraordinary items and discontinued operations for the previous fiscal year scaled by beginning of current year market value of equity;
BETA is a measure of systematic risk, estimated as the slope coefficient from a regression of daily firm stock returns on daily equally-weighted CRSP NYSE-AMEX-NASD market index returns over the year from the beginning of the fourth month of the current fiscal year to the end of the third month of the following fiscal year, using a minimum of 100 observations, G is a measure of growth opportunities estimated as the ratio of the market value of common equity to the book value of common equity (CEQ) at the beginning of the fiscal year, LOSS is a dummy variable coded as one (zero) in loss (profitable) years, PERSIST is a dummy variable coded as one for firm-years with absolute values of earnings changes deflated by beginning-of-period market value of equity equal to or below the sample median and zero otherwise, and TENURE is the number of consecutive years an auditor has been auditing the company (AUOP), LnTA is the natural logarithm of the total assets (AT), BDO is a dummy variable coded as one if a firm is a BDO client and zero otherwise, MC is a dummy variable coded as one if a firm is a McGladrey client and zero otherwise, CR is a dummy variable coded as one if a firm is a Crowe Horwath client and zero otherwise.
Abnormal Accruals Analysis
TotAcc is the income before extraordinary items (IBC) minus cash flow from operations (OANCF) scaled by average total assets (AT) for the year, Ch_Sales is net sales (SALE) for the current fiscal year minus net sales for the previous fiscal year scaled by average total assets for the current year, Ch_Rec is the change in net accounts receivable for the year as reported in the cash flow statement (RECCH) scaled by average total assets, PPE is the net property, plant and equipment at the end of the year (PPEGT) scaled by average total assets, LagTotAcc is TotAcc for the prior period,
GrSales is percent sales (SALE) growth for the following year relative to the current year, ROA is income before extraordinary items (IBC) divided by average total assets, ABSDA is absolute value of discretionary accruals estimated by the modified Jones' model (Dechow et al., 2003) , ABSAC is absolute value of total accrual deflated by total asset at t-1, where total accrual as in modified Jones (Dechow et al., 2003) is [Income before Extraordinary Items (IBC) -Cash Flow from Operations (OCF)], DA is the ratio of long-term debt (DLTT) to total assets (AT), MB is the ratio of market value of equity (CSHO*PRCC) to book value of equity (CEQ), LOSS is 1 if the firm reported as loss in year t, and 0 otherwise, LogTA is the natural logarithm of total assets (AT), CHNI is 1 if the absolute value of change in net income before extraordinary items and discontinued operations (IB) is in the top two deciles, and 0 otherwise, where change in net income equals net income in year t minus net income in year t-1, CFLOW is the ratio of cash flow from operations (OANCF) to total assets (AT), BDO is defined above, MC is defined above, CR is defined above. 
